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HIGHLIGHTS

ECONOMIC CONDITION AND OUTLOOK
The U.S. economy boomed in the final years of the 1990s, driven by a soaring stock market and strong productivity growth.
However, in early 2000 the stock market bubble began to deflate and the economy started to slow.  It quickly became clear
that businesses had over-invested, which led to a sharp drop in investment spending.  With the stock market no longer
pushing household wealth upward, consumer spending also slowed.  In March 2001 the record 10-year expansion of the
1990s came to an end, and the recession began.  The weakened economy was struck another blow by the terrorist attacks of
September 11.

The national recession has proven to be a mild one.  Aggressive interest rate cuts by the Federal Reserve cushioned the
recession’s impacts by supporting the housing market, reducing the costs of borrowing, and keeping debt service burdens
under control.  Also helping to soften the downturn were federal tax cuts and tax rebates, federal spending increases for
security and defense, and declining energy prices.  In addition, although consumer spending slowed, it did not turn negative
as is typical during a recession.

With its specialization in high tech business and flourishing dotcom sector, the Puget Sound region was a major player in the
late 1990s boom.  Venture capital flowed into the region, startup firms proliferated, and stock options turned many local
workers into millionaires.  However, when the tech boom faltered and the stock market bubble began to deflate, the region’s
growth trajectory turned down sharply.  As their stock prices fell and sources of capital dried up, many of the region’s
dotcom firms failed while others laid off workers.  

The September 11 attacks further slowed the region’s economy and damaged businesses that are dependent on travel and
tourism.  Air travel dropped sharply, and the world’s airlines began losing large amounts of money.  This led Boeing to
sharply reduce its production targets for airliners, which in turn reduced its need for workers.  Currently, Boeing is in the
process of eliminating approximately 20,000 local jobs by mid-2002.  

As of April 2002 most economists agree that the national recession has ended and the recovery is now underway.   Even the
manufacturing sector, which suffered 18 months of contraction, is expanding.  

The strength of the recovery will be restrained by high levels of personal and corporate debt, which limit the ability of
consumers to spend and corporations to invest, and by rising energy prices.  In addition, because consumer spending did not
decline during 2001 as is typical during a recession, there is little pent-up consumer demand to drive a strong rebound in
consumption.

Unlike the national economy, the region’s economy is not yet showing signs of recovery, though there are some indications
that it may have hit bottom.  The region is lagging the nation in recovery largely because the local recession has been much
more severe than the national recession, and the fact that Boeing will continue reducing employment through mid-2002.  In
addition, most of the local dotcom jobs that have disappeared are unlikely to return when the economy recovers.  

Puget Sound region employment is forecast to be flat during 2002 following 2001’s sharp decline.  Employment growth is
likely to resume during the first quarter 2003, but total employment is not expected to return to its fourth quarter 2000 peak
until the third quarter 2004.  In 2003 and 2004 the region’s economy is expected to expand at a moderate pace, similar to
that experienced in 1994-95.  Growth will likely be much more restrained than it was during the late 1990s.










































